Greening monetary policy. Bruegel Working Paper Issue 02 February 2019 by Schoenmaker, Dirk
W
O
R
K
IN
G
 P
AP
ER
  |
  I
SS
U
E 
 0
2 
 | 
 1
9 
 F
EB
R
U
AR
Y 
20
19
Dirk Schoenmaker, Non-Resident Fellow, Bruegel
DIRK SCHOENMAKER
Central banks have already started to look at climate-related risks in the 
context of financial stability. Should they also take the carbon intensity of 
assets into account in the context of monetary policy? The guiding principle 
in the implementation of monetary policy has been ‘market neutrality’, 
whereby the central bank buys a proportion of the market portfolio of 
available corporate and bank bonds (in addition to government bonds). But 
this implies a carbon bias, because capital-intensive companies tend to be 
more carbon intensive.
We first review the legal mandate of the Eurosystem. While the primary 
objective is price stability, the Treaty on European Union allows the 
greening of monetary policy as a secondary objective. We propose a 
tilting approach to steer or tilt the allocation of the Eurosystem’s assets 
and collateral towards low-carbon sectors, which would reduce the cost 
of capital for these sectors relative to high-carbon sectors. This allocation 
policy must be designed so it does not affect the effective implementation of 
monetary policy.
The working of the tilting approach is calibrated with data on European 
corporate and bank bonds. We find that a modest tilting approach could 
reduce carbon emissions in the corporate and bank bond portfolio by 44 per 
cent and lower the cost of capital of low carbon companies by 4 basis points. 
Our findings also suggest that such a low carbon allocation can be done 
without undue interference with the transmission mechanism of monetary 
policy. Price stability, the primary objective, is, and should remain, the 
priority of the Eurosystem.
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